Hot Spot

Authors:

Yifan Hu

(0) 852-22379116
yifanhu@citics.com.hk

Alexis Garatti
(0) 852-22379117
alexisqgaratti@citics.com.hk

CITIS

May 10, 2010

UK economy prospective after
election

The result of UK general election just came out. Conservatives won with 305
seats in the parliament (Labour 258, Liberal democrats 57, other 29). For the
first time since 1976, there’s no absolute majority, this is a “hung” parliament,
requiring Conservatives to form a coalition to govern the UK. Tories currently
discuss with Lib Dem to form this coalition, but this process is far from being
achieved, Labour party having not abandoned the idea to form a coalition with
Lib Dem.

To estimate the probable consequences of these elections, we replace the
program of the three main parties into perspective, and examine what they
have in common to identify the outcome of possible coalitions. We do this
exercise in relation to the current economic context, characterized by a
recovery process of the UK economy, the persistence of fragilities, and
growing pressures of the market on public debt.

We present here the most probable consequences of these elections :

e The hazardous process linked to the formation of a coalition will
increase the uncertainty around the solutions proposed for tackling
the problem of deficits. It will increase the pressure on UK debt and
increase the distrust of the market toward UK assets.

e The win of Conservatives, whatever the coalition formed thereafter,
announces new austerity measures in the UK. But the coalition
structure of the government announces a softer approach for tackling
the problem of huge deficits. At the same time, this cooperative
structure means less blockages in the parliament to vote new
austerity measures. The win by an absolute but weak majority would
have meant more blockages in the parliament.

e A new tax on banks will be introduced (in line with current global
reform of financial systems)

e The BOE’s role will be reinforced to the detriment of the FSA
e The UK won’t join the Euro zone

e No industrial policy will emerge like in the US. The UK will remain
heavily dependant on financial activities
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Disclaimer

This research report is for information purposes only and should not be construed as an offer to sell or the solicitation of an offer to buy or sell any
securities in any jurisdiction. The securities referred to in this report may not be eligible for sale in some jurisdictions. The information contained in this
report has been compiled by CITIC Securities Brokerage (HK) Limited (formerly known as CITIC Capital Securities Limited) ("CSBHK") from sources
that it believes to be reliable and (subject to the next paragraph) the opinions, analysis, forecasts, projections and expectations contained in this report
are based on such information and are expressions of belief only and no representation, warranty or guarantee is made or given by CSBHK or any other
person as to its accuracy or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of CSBHK
as of the date of this report only and are subject to change without notice. Neither CSBHK nor its parent and affiliates accept any liability whatsoever for
any direct or consequential loss arising from any use of material contained in this report or otherwise arising in connection therewith.

The research analyst(s) primarily responsible for the preparation of this research report confirms that (i) all of the views expressed in this research
report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (ii) that no part of his or her recommendation
was, is or will be, directly or indirectly, related to the specific recommendations or views he or she expressed in this report.

Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investor. The value of or income from
any investment referred to herein may fluctuate and be affected by changes in exchange rate. Past performance is not indicative of futures results. This
report does not take into account the investment objectives, financial situation or particular needs of any particular person. Investors are expected to
make their own investment decision without relying on this publication. Before acting on any advice or recommendation in this report, clients are
recommended to consider seeking professional advice.

CSBHK, its parent and/or affiliates and their respective officers, directors and employees, including persons involved in the preparation or issuance
of this report, may from time to time (1) have a consulting, investment banking or broking relationship with any company referred to in this report; and (2)
have provided significant advice or investment services to the companies referred to in this report. One or more directors, officers and/or employees of
CSBHK, its parent and/or its affiliates may be a director of the issuers of the securities mentioned in this report.

This research report is strictly confidential to the recipient and is not intended for persons in places where the distribution or publication of this
report is not permitted under the applicable laws or regulations of such places.

This research report may not be reproduced, distributed or published by any person for any purpose without the prior consent of CSBHK. All rights
are reserved.
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Investment rating system

Performance of stock or sector relative to MSCI-China over next 6 months after research publications

Rating Remark
Buy Relative performance over MSCI-China Index >20%
Overweight Relative performance over MSCI-China Index 5% ~ 20%
Stock rating Hold Relative performance over MSCI-China Index -10% ~ 5%
Sell Relative performance over MSCI-China Index > -10%
NR Not rated
Outperform Relative performance over MSCI-China Index >10%
Sector rating Neutral Relative performance over MSCI-China Index -10% ~10%
Underperform Relative performance over MSCI-China Index > -10%
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